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Part I 
Section 86-1.25 Research. (a) All research costs shall be 


excluded from allowable costs in computing reimbursement rates. 


(b) Research includes those studies.and projects which have as 

their purpose theenlargement of general knowledge and understandings, 

are experimental in nature and hold no prospect of immediate benefit 
to the hospitalor its patients. 
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Part  I 
Sect ion 86-1.26 E d u c a t i o n a la c t i v i t i e s .  The cos t s  of educat ional  

a c t i v i t i e s  l e s s  t u i t i o n  and suppor t inggran t ssha l l  beincludedinthe 
c a l c u l a t i o n  of t hebas i cra t ep rov idedsuchac t iv i t i e sa red i r ec t ly  
r e l a t e d  t o  p a t i e n t  c a r e  s e r v i c e s .  
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Part  I 

Sec t ion  86-1.27 Compensation of opera tors  and r e l a t i v e s  of  
operators.(a)Reasonablecompensation for opera tors  or r e l a t i v e s  of 
operatorsforservicesactual lyperformed and requiredtobeperformed 
shal lbeconsidered as anallowablecost.  The amount t o  beallowed 
sha l l  be  equal  t o  the  amount normallyrequiredtobepaidforthe same 
serviceprovided by a nonrelatedemployee, as determined by t h e  S t a t e  
Commissioner of Health.Compensation s h a l l  n o t  b e  i n c l u d e d  i n  t h e  r a t e  
computationfor any se rv ices  which theope ra to ro rre l a t iveo fthe  
opera tor  is notauthorized t o  perform under New York S t a t e  law and 
r egu la t ion .  

(b) Any amount reportedascompensationforservicesrendered by 
anoperator or r e l a t i v e  of anoperatorshal lnotbeal lowedinexcess  
of the  maximum allowance f o rf u l l  time s e r v i c e si nc a r r y i n go u th i s  
primaryfunction. 

( c )  For purposes of subdivis ion s e c t i o n ,(a)  of t h i s  i n  
level  of compensationoperators ordetermining a reasonable  for 


r e l a t i v e s  ofoperators,thecommissioner may c o n s i d e rt h eq u a l i t y  of 

care provided t o  p a t i e n t s  by t he  f ac i l i t y  du r ing  the  yea r  i n  ques t ion .  
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Part I 


Section 86-1.28 [Costs of related] Related organizations. ( a )  A related 

organization shall be defined as any entity which the medical facility is 

i n  control o f  or is controlled by, either directly or indirectly, or an 

organization or i n s t i t u t i o n  whose a c t i o n s.OP policies the facility hat the 
power, directly or indirectly. to significantly influence or direct, or a 

special purpose organization or where an association of material interest 

exists in an entity which supplies goods and/or services to the medical 

facility, or any entity which is controlled directly or indirectlyby the 

immediate family of the operator. Immediate family shall include each 

parent, child, spouse, brother, sister, first cousin, aunt and uncle, whether 

such relationship arisesby reason of birth, marriage or adoption.A special 

purpose organization shall be defined as an organization which is established 


to conduct certain of the facility's patient care related or 


nonpatientcarerelated activities. The special purpose organization shall 

.-be considered to be relatedif: , 

I- 
u 
O I 31 

the special
r;:s facilitythe organizationpurpose 

# - - I  3 
through contracts or other legal documents that allow direct authority overCl--_ ...1 

- .:.> 5: the organizations activities, management and polocies or 
. ._ ,,.-lc 3  

12)  the facility is. for all practical purposes. the sole 

beneficiary of the special organizations activities. The facility shall 

be considered thespecial purpose organizations sole beneficiary if one or 


i i )  a special purpose organization has solicited funds in 


c 
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Attachment4.19-A 
P a r t  I 

t h e  c o n t r i b u t o r  o r  w e r e  o t h e r w i s e  r e q u i r e d  t o  be t r a n s f e r r e d  t o  t h e  f a c i l i t y  

o r  usedas i t s  d i s c r e t i o n  o r  d i r e c t i o n :  

(ii) t h e  f a c i l i t y  h a st r a n s f e r r e d  some o fi t sr e s o u r c e st o  

a s p e c i a l  p u r p o s e  o r g a n i z a t i o n  s u b s t a n t i a l l y  a l l  o f  whose r e s o u r c e s  a r e  h e l d  

f o r  t h e  b e n e f i t  o f  t h e  facility 1ity; o r  

(iii) t h e  f a c i l i t y  h a sa s s i g n e dc e r t a i no fi t sf u n c t i o n s  

s u c h  a s  t h e  o p e r a t i o n  o f  a d o r m i t o r y )  t o  a s p e c i a l  p u r p o s e  o r g a n i z a t i o n  t h a t  

i s  o p e r a t i n g  p r i m a r i l y  f o r  t h e  b e n e f i t  o f  t h e  f a c i l i t y .  

(b) The c o s t s  o f  goods  and /o r  se rv i ces  fu rn i shed  to  a med ica l  

f a c i l i t y  by a r e l a t e d  o r g a n i z a t i o n  a r e  i n c l u d e d  i n  t h e  c o m p u t a t i o n  of t h e  

b a s i c  r a t e  a t  t h e  l o w e r  o f  t h e  c o s t  t o  t h e  r e l a t e d  o r g a n i z a t i o n  o r  t h e  m a r k e t  

p r i c e  o f  c o m p a r a b l e  g o o d s  a n d / o r  s e r v i c e s  a v a i l a b l e  i n  t h e  m e d i c a l  f a c i l i t y ' s  

r e g i o nw i t h i nt h ec o u r s e  o f  normalbus inessoperat ions.  

(c)  I f  t h em e d i c a lf a c i l i t yh a si n c u r r e da n yc o s t si n  

c o n n e c t i o nw i t h  a r e l a t e d  o r g a n i z a t i o n ,  t h e  f i n a l  payment r a t e  s h a l l  i n c l u d e  

thecos tso fsuchgoodsand/orserv ices .  
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Part I 

Section 86-1.29 Return on investment. (a) In computing the allowable 

costs of a proprietary medical facility, there shall be included an allowance 

of a reasonable return on the average equity capital the investment 

by an owner used for the provision
of patient care. The percentage to be used 

in computing the allowance shall be a rate determined annually by the commis

sioner as reasonably related
to the then current money market. 


(b) Equity capital is the net worth of the provider adjusted for those 

assets and liabilities which are not related to the provision
of patient care. 

Equity capital consists of the provider's investment in plant, property and 

equipment, net of depreciation, and working capital for necessary and proper 

operation for patient care activities. 


. 



New York OFFICIAL 
73 

86-1.30 (3 /92 )  
At tachment  4.19-A 
P a r t  I 

Sect ion 86-1.30 capital cost reimbursement. The capi ta lcos t  o f  a f a c i l i t y  

f o rp u r p o s e so fd e t e r m i n i n ga n dc e r t i f y i n gt h ec a p i t a lc o s tc o m p o n e n to f  a 

r a t es h a l lb ed e t e r m i n e da n dc o m p u t e di na c c o r d a n c ew i t ht h ep r o v i s i o n so f  

sec t i ons86-1 .23 ,86 -1 .24 ,86 -1 .29 ,86 -1 .59o fth i sSubpar tandbecer t i f i ed  

and a u d i t e da sa c t u a l l yh a v i n gb e e n  expended; p rov ided,however ,tha t :  

( a )  w i th  r e s p e c t  t o  a f a c i l i t y  f o r  w h i c h  a ra tehasbeen  

determinedand c e r t i f i e d  by t h e  C o m m i s s i o n e r  o f  H e a l t h  p r i o r  t o  March 10, 

1975, t h e  commissioneri s s i o n e r  o f  H e a l t h  may continuesuchmethodan' d compu ta t i on  

o f  s u c h  r a t e  o r  make suchmod i f i ca t i onsandchangestolower  s u c hr a t ea s  

i n  h i s  j udgemen ta renecessa ryandproperandinthepub l i c  ininterests t; and 

(b) w i t h  r e s p e c t  t o  a f a c i l i t yw h i c hh a sb e e ne s t a b l i s h e d  

by t h e  P u b l i c  H e a l t h  C o u n c i l ,  a n d  f o r  w h i c h  a r a t eh a sn o tb e e nd e t e r m i n e d  

and c e r t i f i e d  by t h e  C o m m i s s i o n e r  o f  H e a l t h  p r i o r  t o  t h e  e f f e c t i v e  d a t e  o f  

t h i ss e c t i o n ,a n d  a l e g a l l y  b i n d i n g  arms l e n g t hl e a s e  was t h e  b a s i s  f o r  t h e  

es tab l i shmen tapprova lg ran ted  by t h eP u b l i cH e a l t hC o u n c i l ,t h e  

Commissioner o f  H e a l t h  may d e t e r m i n e  a n d  c e r t i f y  a r a t e  o n  t h e  bas is  ofsuch 

lease.  A l ease  w i th  a r e l a t e do r g a n i z a t i o nd e s c r i b e di ns u b d i v i s i o n( a )  o f  

s e c t i o n  86-1.28 o f  t h i s  S u b p a r t  s h a l l  b e  deemed t o  b e  a n o narms l e n g t h  

lease.  

( c ) ( l )  The p r o v i s i o n s  o f  t h i s  s e c t i o n  s h a l l  n o t  a p p l y  t o  a n y  

f a c i l i t y  w h i c h ,  a s  o f  t h e  e f f e c t i v e  d a t e  o f  t h i s  S u b p a r t ,  i s  l o c a t e d  i n  a n d  

o p e r a t e df r o ml e a s e ds p a c ep u r s u a n tt o  a lease:  

(i) which  was e n t e r e di n t oa n da p p r o v e d  for re imbursement  

p r i o r  t o  March 10, 1975; 



New Y o r k  
7 3 ( a )  

86-1.30 ( 1/89) 
Attachment4.19-A 
P a r t  I 

(i i) whichthecommiss ionerf indsto  bebona f i d e ,v a l i d  and 

noncancelableab1e; 

(iii) t h et e r m so fw h i c ht h ec o m m i s s i o n e rf i n d st ob ef a i r  and 

reasonable;and 

( i v )  t h e  payments, o r  p o r t i o n  t h e r e o f  made pu rsuan ttowh ich ,a refound  

by thecommiss ionertobetheproperbas is  f o r  reimbursement o f  c a p i t a l  

c o s t  p a i d  t o  such f a c i l i t y  p u r s u a n t  t o  a r t i c l e  28 o f  t h e  P u b l i c  H e a l t h  

Law p r i o r  t o  March 10, 1975. 

( 2 )  The c a p i t a lc o s t  component o f  any f a c i l i t yw i t h i nt h ep r o v i s i o n s  o f  

paragraph (1) o ft h i ss u b d i v i s i o ns h a l lc o n s i s t  o f  a paymentfactor  

s u f f i c i e n t  t o  r e i m b u r s e  t h e  f a c i l i t y  f o r  t h e  t o t a l  paymentsrequi redunder  

thebasethe reo ftotheex ten tapproved  by thecommiss ionerpursuant  t o  

paragraph (1 )  o f  t h i s  s u b d i v i s i o n .  

I nt h ec o m p u t a t i o n  o f  r a t e sf o rv o l u n t a r ym e d i c a lf a c i l i t i e sw h i c ha r e  

r e n t e df r o mp r o p r i e t a r yi n t e r e s t s ,c a p i t a lr e i m b u r s e m e n ts h a l lb ec o m p u t e d  

a s  i f  t h e  f a c i l i t y  wereopera tedunderpropr ie ta rysponsorsh ip ,exceptwhere  

t h e  r e a l t y  was p r e v i o u s l y  owned by t h ev o l u n t a r ym e d i c a lf a c i l i t y ,o rw h e r e  

t h e  p r o p r i e t a r y  i n t e r e s t  hasrep resen ta t i on  on t h e  b o a r d  o f  d i r e c t o r s  o f  t h e  

v o l u n t a r y  m e d i c a l  facility 1 it y .  
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(e) reserved 
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(f) Any capital expenditures associated with non-arms length 


leases shall be approved and certified to, if required, under the hospital 


certificate of need process. In the computation of reimbursement for 

non-arms length leases, the capital cost shall beincluded in allowable costs 

only to the extent that it does not exceed the amount which the facility 

would have included in allowable costs if it had legal title t o  the asset 

[the cost of ownership). such as straight-line depreciation. insurance, and 

interest. Accelerated depreciation on these assets may not be included in 

allowable costs under any circumstances. 
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